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TAX EFFECTS WHEN YOU SELL YOUR HOME

The 1964 Revenue Act eased the tax consequences for

some taxpayers on the sale of their residences.
Generally, any gain on the sale of a residence(including
a cooperative apartment or condominium) is taxable, but a loss is

not.

However, if part of your residence was used for business,

a loss attributable to the part of the residence used for business

would be deductible.

Most homeowners do not use part of their

homes for business so they are mainly concerned with how to determine
whether they have any gain on sale of their residence, how much of
that gain is to be taxed, and when it is taxed.
If you sell your ’’principal" residence (the place in

which you ordinarily live) and purchase a new one either one year
before or one year after the sale, (or within 18 months after the
sale if you build a new residence) any profit is not taxed at the
time of the sale if the cost of the new residence equals or exceeds

the sale price of the old residence.

If the cost of the new residence

is less than the sale price of the old residence, part of the gain
would be subject to tax in the year of sale.

It should be emphasized that tax on any gain is not

forgiven when the cost of the new residence equals or exceeds the
net sale price of the old residence.

The tax is merely postponed.

Any profit not taxed in the year in which you sell your old residence

is subtracted from the cost of the new residence.

This creates a

lower cost (which might be called the adjusted cost for tax purposes)

to be used for any future transactions.

Since these rules are somewhat involved, here is an

illustration:

Assume that Mr. Jones’ principal residence cost him
$15,000 in 1950 and in 1964 he sold it for $23,000.

Within the

same year he purchased a new residence for $20,000.

The tax effect

of this transaction would be computed as follows:

1.
2.

Sale price of old residence
Cost of old residence

$23,000
15,000

3.

Net gain on sale

$ 8,000

4.
5.

Proceeds from sale of old residence
Cost of new residence

$23,000
20,000

6.

Amount of gain taxed in 1964

$ 3,000

7.
8.

Net gain on sale (Item 3)
Amount of gain taxed in 1964 (Item 6)

$ 8,000
3,000

9.

Balance of gain deferred

$ 5,000

10.
11.

Cost of new residence (Item 5)
Gain deferred (Item 9)

$20,000
5,000

12.

Adjusted cost of new residence.

$15,000

Mr. Jones would be required to report a profit of

$3,000

(Item 6) in his return for 1964; that is, the portion of the profit

not used to purchase his new residence.
at long-term capital gain rates.

The $3,000 would be taxed

The additional profit of $5,000

(Item 9) which was used to purchase the new home, would be deferred.

Any subsequent transactions would be treated in the same manner.

The 1964 Revenue Act eased the tax burden for a taxpayer

who sells his home, whether or not the proceeds are reinvested in
a new residence.

This new provision allows the taxpayer who is 65

years of age when he sells his house to exclude any profit if the

residence was his principal residence for five out of the last eight
years before the sale.

This exclusion applies to all the profit, if the
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sale price is $20,000 or less.

If the sale price exceeds $20,000

a proportionate part of any profit may be excluded.

To illustrate

this point, let’s refer to the illustration above.
If Mr. Jones uses the new residence as his principal
residence and sells the property in 1969 for $19,000 he would not

be taxed on the profit of $4,000 ($19,000 selling price, less tax
cost of $15,000), if he was 65 years of age when he sold his
residence in 1969.

Of course, there will be taxpayers who may sell a residence
at a profit and do not purchase another to replace it or purchase
one after the time limit described earlier.

In these cases, the

taxpayer must pay a tax on the difference between the selling price
and the cost of the residence.

Whether you purchase or construct

a new residence or not, the cost and selling price of the old residence

may be adjusted for any allowable deductions from the sale price
or additions to the cost.

Of course, these adjustments would affect

the amount of profit subject to tax if no new residence is bought.

For example, the sale price of a residence may be reduced by all

necessary expenses of sale, Including attorneys’ fees, broker’s fees,
advertising of the property, etc.

The cost of the residence may be

increased by any capital Improvements made in the property since it

was purchased initially,* for example, landscaping, construction of
additional rooms, completion of attics or basements, installation of

air-conditioning, etc.

However, repairs and maintenance are not taken

into consideration in adjusting either the sales price or the cost.

If assistance is needed in this area, it can be gotten
from the nearest Internal Revenue Office or a qualified tax consultant

such as a Certified Public Accountant.
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